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SUMMARY

H.R. 1588 would authorize appropriations totaling $398 billion for fiscal year 2004 for the
military functions of the Department of Defense (DoD) and the Department of Energy
(DOE). It asowould authorize an additional $0.7 billion over the 2005-2008 period for the
Maritime Administration. Inaddition, the bill would prescribe personnel strengthsfor each
active-duty and selected reserve component of the U.S. armed forces. CBO estimates that
appropriation of the authorized amounts would result in additional outlays of $394.1 billion
over the 2004-2008 period.

Thebill also containsprovisionsthat would both increase and decrease costs of discretionary
defenseprogramsover the 2005-2008 period. CBO estimatesthat those provisionscombined
would reduce the requirementsfor discretionary spending by about $850 million over those
four years, assuming that net appropriations are reduced by the estimated amounts.

The bill contains provisions that would increase direct spending, primarily from increasing
the amount that DoD can spend to finance specia authorities for the construction and
renovation of military family housing. We estimate that the increase in direct spending
resulting from provisions of H.R. 1588 would total $420 million over the 2004-2008 period
and $466 million over the 2004-2013 period. Those totals include estimated net receipts
from asset sales of $20 million over the 2004-2005 period.

H.R. 1588 contains an intergovernmental mandate as defined in the Unfunded Mandates
Reform Act (UMRA). However, CBO estimates that any costs to state, local, or tribal
governments from the mandate would be insignificant and would not, therefore, exceed the
threshold established in UMRA for such mandates ($59 million in 2003, adjusted for
inflation). The bill would impose no private-sector mandates as defined in UMRA.



ESTIMATED COST TO THE FEDERAL GOVERNMENT

The estimated budgetary impact of H.R. 1588 isshownin Table 1. Most of the costs of this
legislation fall within budget function 050 (national defense).

TABLE 1. BUDGETARY IMPACT OF H.R. 1588, THE NATIONAL DEFENSE AUTHORIZATION
ACT FOR FISCAL YEAR 2004

By Fiscal Year, in Millions of Dollars
2003 2004 2005 2006 2007 2008

SPENDING SUBJECT TO APPROPRIATION

Spending Under Current Law
for Defense Programs

Budget Authority 2 453,197 0 0 0 0 0

Estimated Outlays 419,249 150,324 45,599 13,941 5,593 2,702
Proposed Changes

Estimated Authorization Levels 0 398,081 5 411 161 166

Estimated Outlays 0 267,452 89,160 26,747 7,743 3,031

Spending Under H.R. 1588

for Defense Programs
Estimated Authorization Levels* 453,197 398,081 5 411 161 166
Estimated Outlays 419,249 417,776 134,759 40,688 13,336 5,733

CHANGESIN DIRECT SPENDING (EXCLUDING ASSET SALES)

Estimated Budget Authority 0 171 296 6 7 2
Estimated Outlays 0 23 99 169 104 45
ASSET SALES
Estimated Budget Authority 0 -15 -5 0 0 0
Estimated Outlays 0 -15 -5 0 0 0

NOTE:  For 2004-2008, the figures under "Proposed Changes" include amounts specifically authorized by thebill plusan inferred authorization
in 2004 for the Coast Guard Reserve based on authorized endstrength levels. Thebill alsoimplicitly authorizes programsin 2005-2008;
those authorizations are not included above (but are shown in Table 3) because funding for those programswoul d be covered by specific
authorizationsin future years.

a  The 2003 level is the amount appropriated for programs authorized by the bill (including $62,808 million in appropriations in Public
Law 108-11, the Emergency Wartime Supplemental Appropriations Act, 2003).

b.  Asset salereceipts are a credit against direct spending.




BASISOF ESTIMATE

Spending Subject to Appropriation

The bill would specifically authorize appropriations totaling $398.0 billion in 2004 (see
Table 2).! Most of those costs would fall within budget function 050 (nationa defense).
Other costs—some occurring beyond 2004—would fall within other budget functions; they
include: $65 millionin 2004 for the Armed Forces Retirement Home (function 600—income
security); $17 million in 2004 for the Naval Petroleum Reserves (function 270—energy);
$5 million annually from 2004 to 2008 for the Sikes Act (both function 300—natural
resources and environment, and function 050—national defense); and a host of
authorizations for the Maritime Administration (both function 400—transportation, and
function 050—nationa defense). Authorizations for the Maritime Administration are
discussed later in the estimate, just before the section on direct spending.

The estimate assumes that the amounts authorized for 2004 will be appropriated before the
start of fiscal year 2004. Outlays are estimated based on historical spending patterns.

For 2003, the bill authorizes the appropriation of the $62.8 billion in supplemental funding
for DoD and DOE asprovidedin Public Law 108-11, the Emergency Wartime Supplemental
Appropriations Act, 2003, plus other supplemental appropriations that may be necessary
beforethe end of theyear. Because the wartime supplemental funding has been enacted into
law, Table 1 includesthose appropriationsinthefiguresfor " Spending Under Current Law."
SinceDoD hasrecently stated that under current circumstancesit doesnot anticipate needing
further supplemental funding for 2003, this estimate assumes no such appropriationswill be
enacted for the remainder of thisfiscal year.

The bill is silent regarding additional appropriations for 2004 that DoD indicates will be
required to fund ongoing operations relating to Iraq and the global war on terrorism. CBO
expects that those amounts, which would be additions to appropriations authorized by the
bill, will likely be provided in supplemental appropriations enacted during 2004.

1.  After adding the $120 million estimated authorization for the Coast Guard Reserve, the bill would authorize appropriations of slightly less
than $398.1 billion for 2004.



TABLE 2. SPECIFIC AUTHORIZATIONSIN H.R. 1588

By Fiscal Year, in Millions of Dollars
Category 2004 2005 2006 2007 2008

Military Personnel

Authorization Level 98,939 0 0 0 0
Estimated Outlays 94,261 3,958 198 99 0
Operation and Maintenance
Authorization Level 130,324 0 0 0 0
Estimated Outlays 99,603 24,895 3,779 1,058 331
Procurement
Authorization Level 76,490 0 0 0 0
Estimated Outlays 22,726 28,966 15,209 4,900 1,899
Research, Development, Test,
and Evaluation
Authorization Level 62,686 0 0 0 0
Estimated Outlays 33,755 22,909 4,711 759 197
Military Construction and Family
Housing
Authorization Level 9,790 0 0 0 0
Estimated Outlays 2,615 3,545 2,000 823 407
Atomic Energy Defense Activities
Authorization Level 16,699 0 0 0 0
Estimated Outlays 11,493 4,341 863 2 0
Other Accounts
Authorization Level 3,033 5 411 161 166
Estimated Outlays 2,016 722 362 290 260
Genera Transfer Authority
Authorization Level 0 0 0 0 0
Estimated Outlays 875 -188 -375 -188 -63
Total
Authorization Levels? 397,961 5 411 161 166
Estimated Outlays 267,344 89,148 26,747 7,743 3,031

a.  Theseamountscomprisenearly all of the proposed changes for authorizations of appropriationsfor 2004 shown in Table 1; they do not include
the estimated authorization of $120 million for the Coast Guard Reserve, which is shown in Table 3. For 2005-2008 they include various
authorizations for the Maritime Administration discussed | ater in the estimate and shown in Table 4, plus $5 million in annual authorizations
for the Sikes Act.




Thebill also contains provisionsthat would both increase and decrease various costs, mostly
for personnel, that would be covered by the fisca year 2004 authorization and by
authorizationsin future years. Table 3 contains estimates of those amounts. In addition to
the costs covered by the authorizations in the bill for 2004, CBO estimates that these
combined provisions would reduce estimated costs by $850 million over the 2005-2008
period. Theseamountsdo not includethe costsof sections541, 617, 618, 908, 1031, 1032,
1038, or 1111 because CBO cannot estimate the costs at thistime. Those sectionsof thebill
pertain primarily to military and civilian pay and benefits. The provisions identified in
Table 3 aredescribed below, including information about CBO’s estimates of costsfor those
provisions.

Multiyear Procurement. In most cases, purchases of weapon systems are authorized
annually, and as aresult, DoD negotiates a separate contract for each annual purchase. In
asmall number of cases, the law permits multiyear procurement; that is, it allows DoD to
enter into a contract to buy specified annual quantities of a system for up to five years. In
those cases, DoD can negotiate lower prices because its commitment to purchase the
weaponsgivesthe contractor an incentiveto find more economical waysto manufacturethe
weapon, including cost-saving investments. Annual funding isprovided for these multiyear
contracts, but potential termination costs are covered by an initial appropriation.

Section 121 would authorize the Secretary of the Navy to enter into a multiyear contract to
purchase 234 F/A-18 aircraft beginning in 2005 in the F/A-18E, F/A-18F, and EA-18G
configurations. Based on information provided by the Navy, CBO assumes that the Navy
would procure 168 aircraft over the 2005-2008 period. CBO estimates that savings from
buying these aircraft under a multiyear contract would total $818 million, or about
$204 million a year, over the 2005-2008 period. Funding requirements to purchase these
aircraft would total just under $12.9 hillion over the 2005-2008 period (instead of the
$13.7 hillion that would be needed under annua contracts). CBO aso estimates that
additional savings of $235 million would accruein 2009 if the Navy completesits planned
purchase of 42 more aircraft under this multiyear procurement authority.

Section 122 would authorize the Secretary of the Navy to enter into a multiyear contract to
purchasetactical Tomahawk cruisemissilesstarting infiscal year 2004 and would direct the
Secretary to purchase no morethan 900 missilesayear. Based on information provided by
theNavy, CBO assumesthat the Navy would buy 1,784 missilesover the 2004-2008 period.
CBO estimates that savings from buying these missiles under a multiyear contract would
total about $135 million over the 2004-2008 period, or about $75,000 amissile. Funding
requirements to purchase these missiles would total just over $1.6 billion over the 2004-
2008 period (instead of the almost $1.8 billion that would be needed under annual
contracts). Multiyear procurement of tactical Tomahawk missileswould raise costsin 2004
because the Navy would need to provide for advance purchases of componentsfor missiles
it would purchase later in the 2004-2008 period.
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TABLE 3. ESTIMATED AUTHORIZATIONS OF APPROPRIATIONS FOR SELECTED PROVISIONSIN H.R. 1588*

By Fisca Year, in Millions of Dollars
Category 2004 2005 2006 2007 2008

MULTIYEAR PROCUREMENT

F/A-18E/F Aircraft 0 -166 -205 -211 -236
Tactical Tomahawk Missile 3 -40 -43 -32 -23
Virginia Class Submarines 275 210 -64 -613 -613
E-2C and TE-2C Aircraft and Engines -62 2 0 2 0

FORCE STRUCTURE

DoD Military Endstrengths 248 510 527 544 562
Coast Guard Reserve Endstrength 120 0 0 0 0
Required Force Structure 20 268 269 340 281

COMPENSATION AND BENEFITS (DoD)

Military Pay Raises 190 269 279 288 298
Coast Guard Pay Raises 6 8 9 9 9
Expiring Bonuses and Allowances 624 550 327 217 151
Specia Pays for Servicein Irag and Afghanistan 263 112 81 81 57
Lodging Expenses for Reservists 132 13 10 7 5
Undermanned Occupation Bonus 8 2 0 0 0
Other Provisions 5 6 6 6 6

CIVILIAN PROGRAMS

Reduce Acquisition Workforce -70 -479 -911 -1,367 -2,110
Modification of Overtime Pay Cap 107 147 151 156 161
Senior Executive Service Pay 23 31 31 31 31
Administration of Flexible Spending Accounts 22 28 33 39 a4
Asbestos Differential Pay -290 -290 -290 -290 -290

DEFENSE HEALTH PROGRAM

Uniformed Services Medicare-Eligible Retiree
Healthcare Fund 0 14 0 0 0

OTHER PROVISIONS
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Base Realignment and Closure Property 6
Expanded Commissary Benefits for Reservists

Assistance for Victims of Domestic Abuse

Chaplain-Led Programs

Construct Wetlands Crossings at Camp Shelby

Services Acquisition Reform
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BILL TOTAL

Estimated Authorization Level® 1,713 1,266 256 -747 -1,621

NOTES: For every item in this table except the authorization for the Coast Guard Reserve, the 2004 levels are included in Table 2 as amounts
specifically authorized to be appropriated in the bill. Amounts shown in this table for 2005 through 2008 are not included in Table 1.

a. Theseamountsdo not include the costs of sections541, 617, 618, 908, 1031-1033, or 1111 because CBO cannot estimate such costsat thistime.




Section 123 would authorize the Secretary of the Navy to enter into amultiyear contract for
procurement of Virginiaclasssubmarinesstarting in fiscal year 2004. Based oninformation
provided by the Navy, CBO assumes that the Navy would buy seven submarines over the
2004-2008 period. CBO estimates that savings from buying these submarines under a
multiyear contract would total $805 million, or about $115 million a submarine, over the
2004-2008 period. CBO estimatesthat funding requirementsto purchasethese submarines,
aswell asfunding the advance purchase of components for future boats, would total about
$15.4 billion over the 2004-2008 period (instead of the $16.2 billion that would be needed
under annual contracts). Multiyear procurement of Virginia class submarines would raise
costsin 2004 and 2005 because the Navy would need to provideincreased funding in each
of those years for advance purchases of components for the submarines that it would
purchase later in the 2004-2008 period.

Section 124 would authorize the Secretary of the Navy to enter into a four-year multiyear
contract to purchase four E-2C aircraft, four TE-2C aircraft, and 16 engines for these
aircraft, beginning in 2004. CBO estimates that savings from buying these aircraft and
engines under a multiyear contract would total almost $60 million, or about $15 million a
year, over the 2004-2007 period. Funding requirementswould total just over $950 million
over the 2004-2007 period (instead of the roughly $1 billion that would be needed under
annual contracts).

Military Endstrength. The bill would authorize active and reserve endstrength levelsfor
2004 and would increase the minimum endstrength authorization in permanent law. The
authorized endstrengths for active-duty personnel and personnel in the selected reserve
would total about 1,400,000 and 863,000, respectively. Of those selected reservists, about
70,000 would serve on active duty in support of the reserves. The bill would specifically
authorize appropriations of $98.9 billion for the discretionary costs of military pay and
alowances in 2004. The authorized endstrength represents a net increase of
3,385 servicemembers that would boost costs for salaries and other expenses by
$248 millioninthefirst year and about $535 million annually in subsequent years, compared
to the authorized strengths for 2003.

The bill also would authorize an endstrength of 10,000 servicemembers in 2004 for the
Coast Guard Reserve. This authorization would cost about $120 million and would fall
under budget function 400 (transportation).

Required Force Structure. Section 911 would requirethat the Army, Navy, and Air Force
maintain acertain forcestructure. 1twould specifically direct the Navy to have not lessthan
305 vesselsin active service. The current Navy fleet consists of about 300 ships, but the
Navy plans to reduce that amount to 292 ships in 2004 after retiring several surface
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combatants including Spruance-class destroyers and Ticonderoga-class cruisers. This
provision would requirethe Navy to keep those shipsin thefleet for several moreyearsuntil
new shipsthat are under construction arriveto replacethem. Based on information fromthe
Navy, CBO estimatesthat implementing this provision would requirethe Navy to keep nine
destroyers, two cruisers, and two landing ship docksin thefleet over much of the 2004-2008
period instead of retiring them. CBO estimates that the operations and maintenance costs
to keep these ships in the fleet would total about $1.1 billion over the 2005-2008 period.
Therewould be no costsin 2004 because CBO estimatesthe operating costswoul d be of fset
by the savings from forgoing the decommissioning of these ships.

Section 911 also would require the Air Force to maintain 46 fighter squadronsin its active
force. Currently, the Air Force has 45 active squadrons. It plans to add one squadron of
F/A-22 aircraft in 2004 and retire one squadron of A-10 aircraft, sustaining a force of
45 squadrons. CBO assumes that the Air Force would retain the A-10 squadron over the
2004-2008 period to meet the bill’s requirement to maintain 46 active squadrons. CBO
estimates that the cost to keep the A-10 sguadron in active service would be about
$100 million over the 2004-2008 period.

Compensation and Benefits. H.R. 1588 contains several provisions that would affect
military compensation and benefits for uniformed personnel.

Military Pay Raises. Section 601 would raise basic pay for individualsin the Army, Navy,
Marine Corps, and Air Force with specific ranks and years of service by 2 percent across-
the-board, and would authorize additiona targeted pay raises for 2004, ranging from
1.2 percent to 4.25 percent for 2004. CBO estimatesthat implementing thisprovisionwould
cost about $2.1 billion in 2004. Because the pay raises would be above those projected
under current law, CBO estimates that the incremental costs associated with the larger pay
raise would be about $190 millionin 2004 and total $1.3 billion over the 2004-2008 period.

Thissection aso would raise basic pay for members of the Coast Guard by the same across-
the-board and targeted pay rates for atotal cost of $60 million in 2004. Because these pay
raises also would be above those projected under current law, CBO estimates that the
incremental costs associated with the larger pay raises would be about $6 million in 2004
and $41 million over the 2004-2008 period.

Expiring Bonuses and Allowances. Several sections of H.R. 1588 would extend DoD's
authority to pay certain bonuses and allowances to current personnel. Under current law,
most of these authorities are scheduled to expire in December 2003, or three months into
fiscal year 2004. The bill would extend these authorities through December 2004. Based



on data provided by DoD, CBO estimates that the costs of these extensions would be as
follows:

» Payment of reenlistment bonusesfor active-duty personnel would cost $305 million
in 2004 and $171 million in 2005; enlistment bonuses for active-duty personnel
would cost $113 million in 2004 and $163 million in 2005;

» Variousbonusesfor the Selected and Ready Reserve would cost $78 millionin 2004
and $89 million in 2005;

o Specia payments for aviators and nuclear-qualified personnel would cost
$73 million in 2004 and $78 million in 2005;

* Retention bonuses for officers and enlisted members with critical skills would cost
$14 million in 2004 and $9 million in 2005; and

» Authorities to make special payments and give bonuses to certain health care
professionals would cost $41 million in 2004 and $40 million in 2005.

Most of these changeswould result in additional, smaller costsin subsequent years because
payments are made in installments.

Soecial Paymentsfor Servicein Iraqg and Afghanistan. Section 622 would increase certain
specia payments to servicemembers who serve in acombat zone designated for Operation
Iragi Freedom or Operation Enduring Freedom effective October 1, 2003. (Public
Law 108-11 raised these payments for fiscal year 2003 but that authority expires at the end
of the fiscal year.) Under current law, the rates for imminent danger pay and the family
separation allowance are set at $150 per month and $100 per month, respectively, for fiscal
year 2004 and subsequent years. Section 622 would increase those respective rates to
$225 per month and $250 per month for those servicemembers serving in the designated
combat zones until the President calls an end to the operations. Based on information from
DoD about current troop levelsin those two areas and CBO assumptions about future troop
levels, CBO estimates that implementing this section would cost $263 million in 2004 and
$594 million over the 2004-2008 period. Should the President change the name of these
operationsto reflect achangein mission, CBO expectsthat the costs would be lessthan the
estimated amounts because the provision would only apply to the operations so named.

Lodging Expensesfor Reservists. Under current law, amember of the Reserve Components

who is called to active duty is eligible for lodging per diem if he or sheisassigned to duty
away fromhome. Themember isnot eligiblefor lodging per diemwhileon leave, however.
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Section 633 would allow DoD to reimburse a reservist called to active duty for lodging
expensesincurred while on leave. This section also would apply retroactively to reservists
who served on active duty away from home between September 11, 2001, and the date of
enactment of the bill.

Since September 11, 2001, over 300,000 reservistshavebeen called to active duty according
to DoD. CBO assumes that 90,000 reservists will be on active duty in 2004 and that the
number will decline to about 15,000 reservists by 2008, assuming no hostilities occur
elsawhere in the world. Based on datafrom DoD, CBO assumes that about 50 percent of
thesereservists on active duty are away from home and receive an average lodging per diem
of $55 aday. With an average tour length of one year and one leave day a month, CBO
estimates that implementing this section would cost $132 millionin 2004 and $167 million
over the 2004-2008 period. Of these amounts, about $100 million would be paid to
qualified reservists who were called up before this bill is enacted.

Undermanned Occupation Bonus. Section 621 would give DoD the authority to offer an
incentive bonus of up to $4,000 to encourage certain enlisted membersto convert fromtheir
current occupational specialty to an occupational specialty wherethereisacritical shortage
of personnel. The new authority would expire on December 31, 2004. According to DoD,
the Navy is the only service with the immediate intention to offer this bonus. The Navy
plans to scale the amount of the bonus to the degree that an occupational specidlity is
critically short of personnel. In other words, the Navy would offer a smaller bonus to
servicemembers who convert to occupational specialties where there is less of a critical
shortagein personnel. Giventhenumber of occupation conversionsexperiencedinprevious
years, theNavy estimatesthat about 2,500 enlisted servicememberswoul d receivethisbonus
in 2004. Assuming the average bonus is $3,000, CBO estimates that implementing this
section would cost $8 million in 2004 and $2 million in 2005.

Other Provisions. Section 620 would authorize DoD to grant special pay of $150 a month
to servicemembers who are assigned to duty as members of Weapons of Mass Destruction
Civil Support Teams. Section 615 would give reservists the same full monthly hazardous
duty pay for performing demolition duty or parachute jumping that active-duty
servicemembersreceive. Section 534 would give DoD the authority to pay the interest on
student loans for reservists with critical skills.  Section 535 would alow students in the
second year of afour-year Senior Reserve Officer Training Course to receive a monthly
stipend. CBO estimates the cost of these increased authorities would total $5 million in
2004 and $29 million over the 2004-2008 period.

Section 541 would changethe payment amount that servicememberswho are depl oyed away
from their home base receive if they are gone more than 400 days out of atwo-year period
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and add two additional categories of digibility for this payment—deployment over
190 consecutive daysand call up to activeduty for the second timefor the same contingency
operation. Section 617 would expand to officers an incentive program which encourages
enlisted servicemembers to extend the length of their overseas assignments. Section 618
would alow DoD to offer this bonus of up to $60,000 to newly appointed officers with
critical skills. CBO cannot estimate the budgetary impact of implementing theseprovisions,
however, since DoD is unable to provide information about how the department would
implement these provisions.

National Security Personnel System. Section 1111 would create anew human resources
management system for DoD; would allow DoD to give certain employees outside the
United States the same pay and benefits as the Foreign Service or Centra Intelligence
Agency; would require DoD, to the maximum extent practicable, adjust rates of
compensation for civilian employeesat thesamerate as military personnel; and would allow
DoD to provide additional pay to attract highly qualified experts. All of these authorities
could potentially affect federal spending.

CBO cannot estimatethe budgetary impact of implementing these provisionssince DoD has
not indicated how it would supplant—or improve upon—the personnel system currently
governing the department; how many employeeswould benefit from receiving the same pay
and benefits as the Foreign Service or Central Intelligence Agency as the number is
classified; whether or how it might institute pay parity between its civilian employees and
military members, or how many people it might hire under the authority to provide
additional pay to attract highly qualified experts.

Section 908 would require DoD to conduct a pilot program using an automated workforce
management system to manage its civilian personnel. CBO cannot estimate the budgetary
impact of implementing this provision since DoD has not indicated what automated system
it would use nor indicated what it might cost to acquire this system.

Defense Acquisition Wor kforce Reductions. Section 910 would direct DoD to reducethe
number of defenseacquisition and support personnel withinthedepartment by 5 percent each
fiscal year over the 2004-2007 period. These reductions would be measured against a
baseline workforce defined as the number of defense acquisition and support personnel
employed by the department as of October 1, 2003. Based on datafrom DoD, CBO assumes
that the baseline workforce would total about 131,000 personnel on that date and that about
20 percent of that number would be military personnel who would bereassigned to other jobs
withinthe department over the 2004-2008 period. Thus, under the provision, CBO estimates
that about 5,300 civilians would need to be cut from the defense acquisition workforce each
year. Assuming that these reductions would occur evenly throughout the year and that the
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average cost of a civilian employee within DoD would be about $77,000 in 2004, CBO
estimates that the savings in salaries and benefits that would accrue from this reduction
would total about $200 millionin 2004 and $5.5 billion over the 2004-2008 period. I1f DoD
choseto replace these workers with contract personnel, these savings would not be realized.

Those potential savings would be offset somewhat by the cost of severance packages that
DoD would offer. Based on historical attrition data provided by DoD for its civilian
workforce, CBO assumesthat about 1 percent of this population would leave the acquisition
workforce each year for reasons unrelated to the mandated reductions and would not be
replaced. CBO assumes that the remaining 5,200 workers that must leave DoD each year
would be offered severance packages of about $25,000 each, for atotal cost of about $130
million each year or $520 million over the 2004-2007 period. Thus, CBO estimatesthat the
net savingsunder thisprovisionswould total about $70 millionin 2004 and almost $5 billion
over the 2004-2008 period.

M odification of the Overtime Pay Cap. Under current law, overtime pay for work in
excess of 40 hours per week for federal managers, supervisors, and other employees
exempted under the Fair Labor Standards Act (FLSA) is limited to a set rate of roughly
$32 an hour (one and ahalf timesthe normal rate for ageneral schedule (GS) grade 10 (GS-
10), step 1, employee). Employeeswho earn salariesabove GS-12, step 5, receive overtime
pay at aratethat is, on an hourly basis, lessthan their regular pay.

Section 1101 would raise the overtime pay rate to either one and one-half times the hourly
rate of a GS-10, step 1, or the hourly rate of the basic pay of the employee, whichever is
greater. Although thischangewould not affect employeesat GS-12, step 5, and lower, those
above this pay rate would earn their hourly rate of pay for overtime work. Based on
information from the Office of Personnel Management (OPM) on the number of FL SA-
exempted employeesat each gradeand information on overtimeworked, CBO estimatesthat
implementing the proposal would cost approximately $100 millionin 2004 and $0.7 billion
over the 2004-2008 period.

About 680,000 federal employees at GS-10 and above are exempt from the FLSA, which
Is about 36.7 percent of the general schedule (and related) workforce. For this estimate,
CBO assumes that this employee group worked 37 percent of all overtime performed by
FLSA-exempt employees. We aso assume that those overtime hours are distributed
proportionately across GS-10 through GS-13 employees, with GS-14 and GS-15 empl oyees
working one-third of the hours. CBO estimated the cost of the proposal by calculating the
cost of those overtime hours at the set rate under current law and then calculating the cost
of that same amount of overtime at the set rate or the employee’ s hourly rate, whichever is
greater.
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Senior Executive Service (SES) Performance Provisions. Under current law, SES
employees are paid at six different pay levels. Base pay is capped at Level 1V of the
Executive Schedul e ($134,000) and the maximum pay with thelocality-based comparability
adjustmentisset at Level 111 of the Executive Schedule ($142,500). SES employeesreceive
the same annual across-the-board pay raises and locality-based comparability adjustments
that GS employees receive.

Effective January 1, 2004, section 1107 would eliminatethesix SES pay levelsand raisethe
cap on base pay to $142,500. Locality adjustmentsto SES pay would be eliminated. The
proposal would affect roughly 7,900 employees.

Thelegidation specifiesthat no SES employee would experience areduction in the rate of
basic pay in thefirst year after thislegidation is enacted, and CBO assumesthat thiswould
continue to be true after the first year. Because the salaries of many SES employees are at
the current caps (or are expected to reach such caps over the next few years), raising the cap
on base pay would allow those employeesto get pay raises. Assuming that executive level
salaries (and thusthe caps) arerai sed by the full amount authorized under current law by the
Ethics Reform Act, CBO estimates that the legislation would cost $147 million in
authorizations over the 2004-2008 period.

Federal Flexible Benefits Plan Administrative Costs. Under current law, federal
employees will be allowed to enroll in aflexible spending account (FSA) program offered
through OPM beginning in May 2003. An FSA is an employee benefit that allows
employees to set aside money, on a pre-tax basis, for health care and dependent care
expenses. The administrative costs to the program will be paid by participating employees
based on aformulato collect $48 annually for each health care account and 1.5 percent of
the total dependent care account.

Section 1108 would prevent any fees from being charged to federa employees for the
administrative coststo operatethe FSAs. Based oninformation fromthefederal judiciary’s
FSA program and the operation of private FSAs, CBO estimates that about 10 percent of
federal employees will initially enroll in the plan, and we expect participation to grow to
about 20 percent of federal employees over the next five years. Under the hill,
administrative costs of operating the plans would be subject to appropriation of the
necessary amounts. Based on the fees OPM plans to charge participants and expected
employee participation rates, we estimate that implementing this provision of thebill would
cost about $160 million over the 2004-2008 period.

Asbestos Differential Pay. Under section 1104, federal wage-grade employees would be
subject to the same standards as general schedule employees when determining eligibility
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for environmental differential pay (EDP), based on exposureto asbestos. Under current law,
genera schedule employees are entitled to 8 percent hazard differential pay if they are
exposed to asbestos that exceeds the permissible exposure limits established by the
Occupational Safety and Health Administration (OSHA). The current EDP standard for
wage-grade employees entitles them to the same 8 percent of pay, but does not set an
objective measure for determining the level of asbestos exposure necessary to qualify for
EDP. In severa instances where wage-grade employees have sought back pay for EDP,
arbitratorsfoundinfavor of the employeeswhen asbestos|evel swere bel ow those consistent
with OSHA standards. Based on information from DoD on prior and pending arbitration
rulings, CBO expectsthat implementing section 1104 would reduce the amount of back pay
federal agencies would be required to pay for EDP based on asbestos exposure. Assuming
these caseswould be handled administratively, CBO estimatesestablishing OSHA standards
for asbestos EDP would save $290 million in 2004 and about $1.5 billion over the 2004-
2008 period, assuming appropriations are reduced by the estimated amounts.

Defense Health Program. Title VII contains a number of provisions that would affect
DoD health care and benefits. TRICARE For Life(TFL) isaprogram that provides health
care benefitsto all retirees of the uniformed services, their dependents, and survivors who
are eligible for Medicare and enroll in Medicare Part B. TFL provides a generous
prescription drug benefit and covers all out-of-pocket costs for those benefits that are
provided by both Medicare and TRICARE.

Uniformed Services Medicare-Eligible Retiree Healthcare Fund. Under current law, this
fund provides the amounts necessary to pay for the TFL benefit. The fund is financed
through monthly payments from DoD, annual amortization payments by the Treasury, and
interest earned on thefund’ scurrent balances. Theamount that DoD must pay into thefund
Isdetermined by the Secretary of Defense, who must use methodsand assumptionsapproved
by an independent board of actuariesto calculate the payment amount or rate. The payment
rate is calculated using a number of factors including the probability that servicemembers
currently on active duty will retire from military service. Under current law, the Secretary
of Defense is not allowed to establish separate payment rates for each of the uniformed
services, even though the overall probability of retiring from the Public Health Service
(PHS) and the National Oceanic and Atmospheric Administration (NOAA) is higher than
the probability of retiring from the Army, Navy, Air Force, or Coast Guard.

Section 701 would allow DoD to calculate separate payment rates for the different services
iIf the Secretary determinesthat doing soimprovesthequality of theactuarial estimate. CBO
estimates that implementing this provision would have no effect on paymentsto thefundin
2004 but would likely increase the payments PHS and NOAA make to the fund in 2005.
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CBO estimates that implementing this provision would have no effect on paymentsinto the
fund in 2004 because the payment amounts have already been established and it appears
unlikely that the independent board of actuarieswould approve any changein assumptions
and methods necessary to revise the amounts for that year for the proposed changein law.
Although the payment amounts for 2005 may be determined before the enactment of this
bill—the board approved the assumptions and methods on May 2, 2003, and the Secretary
Is expected to determine the rates shortly—CBO believes that the board would likely meet
to approve the assumptions and methods necessary for the Secretary of Defense to set new
payment ratesif they wereauthorized. CBO expectsthat separate payment ratesfor NOAA
and PHS would be higher than the rate currently set for fiscal year 2005 because the
recommended rate does not presently incorporate information about the higher retirement
probabilities for NOAA and PHS.

Using information from the respective organizations, CBO estimates that there are about
6,000 uniformed officersin the PHS and NOAA, with most in PHS. Based on data from
DoD’ s Office of the Actuary, CBO estimates that implementing separate payment rates for
PHS and NOAA would increase the payments these organizations must make to the fund
in 2005 by almost $2,400 an officer or about $14 million, assuming appropriation of the
estimated amounts. CBO estimatestherewould be no changeinthelevel of paymentsmade
by DaoD or the Coast Guard because the current method for calculating the payment relies
solely on DoD data.

CBO does not estimate an impact from having separate payment rates over the 2006-2008
period. The Secretary currently uses only DoD retirement experience to calculate the
probability of retiring from the uniformed services, primarily becausethefund initialy only
covered DoD beneficiaries. As data for the other uniformed services becomes available,
CBO expects that, absent this provison, DoD would consider that new data when
determining the single rate it would charge all of uniformed services for 2006 and
subsequent years. Incorporating that data would likely raise the single rate charged to all
services somewhat. CBO expectsthat using separate rates for each service as provided for
inthebill would increase coststo PHS and NOAA each year, but would lower coststo DoD
and the Coast Guard by approximately the same amount. Thus, total paymentsinto thetrust
fund would not likely change much over the 2006-2008 period.

Medical and Dental Screening. Section 707 would allow DaoD to provide medical and
dental screening to membersof the selected reservewho areassigned to unitsthat have been
alerted for mobilization. Under current law, DoD cannot provide this screening until the
reservist has been mobilized. CBO does not expect that speeding up these evaluations
would increase the overal amount of medical and dental screening DoD provides to
reservists. Because this provision would allow DoD to provide some medical and dental
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screening earlier than it otherwise would, CBO estimates that implementing the authority
would likely affect the timing of outlays but that the net effect would be insignificant.

Sour cesof Supply. Several sectionsof TitleVII11 would requirethe Department of Defense
to procure certain raw materials, parts, and components solely from sources within the
United States. It also would require companies that produce major defense systems to use
only U.S-manufactured machinery in the production of those systems. By restricting the
sourcesof supply and imposing anew inventory management burden on defense contractors,
CBO expectsthat implementing these provisions could increase the costs of supplies, parts,
and overall weapons systems, and could increase the requirement for future appropriations.
CBO has insufficient data to estimate the cost impact but we think it might be large given
the number and compl exity of weapon systemsthat DoD plansto devel op and purchaseover
the 2004-2008 period.

Base Realignment and Closure (BRAC) Property. Section 2805 would authorize DoD
to convey to any nonfederal entity property at closed military installations or at military
installations identified for closure. In exchange for that property, the recipient would be
required to construct military facilities or family housing at another military installation or
provide services associated with the construction of these facilities. Section 2805 would
stipulatethat projectsreceived under the barter arrangement must be onesal ready authorized
by the Congress and must be equal to the fair market value of the property conveyed. The
provision also would direct each of the military services to use this authority to the
maximum extent possible to convey at least 20 percent of the property that they plan to
dispose of each year to obtain up to $200 million worth of military facilities and family
housing projects each year.

Under current law, DoD has the authority to sell this property and spend the offsetting
collections, without further appropriation, on environmental cleanup and caretaker expenses
at installations that are being closed under previous BRAC authorities. CBO expects that,
under section 2805, conveying these properties in exchange for military construction or
family housing projectswould eliminate aportion of the collectionsthat would normally be
used to offset BRAC cleanup expenses, thus increasing the requirement for discretionary
appropriationsto pay for these expenses.

Over thelast 15 years, the Department of Defense has collected and spent about $30 million
ayear on average from the disposal of BRAC property. According to budget documents,
the department plansto collect and spend $68 millionin 2004 and $53 million in 2005 under
these authorities. Assuming that DoD exchanges BRAC property as stipulated under
section 2805, CBO estimatesthat implementing this provision would increase requirements
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for appropriated funds for environmental cleanup and caretaker expenses at closed
installations by $68 million in 2004 and about $200 million over the 2004-2008 period.

Expanded Commissary Benefitsfor Reservists. Section 651 would eliminate restrictions
on commissary use by members of the ready reserve, retirees of the ready reserve who are
less than 60 years of age, and their dependents. Currently, members of the ready reserve
who meet their yearly training requirements and retirees of the ready reserve who are under
the age of 60 are allowed to shop at acommissary 24 timesayear. Members of the ready
reserve who do not meet their yearly training requirements do not have commissary
privileges.

Section 651 would eliminatetheserestrictions so that reservistsin good standing and retirees
of the ready reserve who are less than 60 years of age would have the same commissary
privileges as active-duty servicemembers. Based on information from the Defense
Commissary Agency, CBO estimates that reservists and reserve retirees who are currently
allowed 24 commissary visitsayear would not significantly ater their commissary usage if
thisrestriction were lifted. Thus, CBO estimates would have no significant impact on the
cost of operating defense commissaries if this restriction were lifted.

This section also would allow members in the ready reserve who do not meet the yearly
training requirements to have commissary privileges, but their access would be subject to
the policiesestablished by thelocal base commander (similar to current policiesin effect for
theuseof morale, welfare, and recreationfacilities). CBO estimatesabout 87,000 reservists
intheready reserveswho currently have no commissary privilegeswould be affected by this
provision. Because most reservistsdo not live close to commissaries and would not use the
benefit, CBO estimates the additional cost of operating the commissary system associated
with these additiona reservists would only be about $40 per person a year, or about
$4 million each year over the 2004-2008 period.

Biomedical Countermeasures. Three sections of the bill would address DoD’ s ability to
protect the Armed Forces from biological, chemical, nuclear, and radiological threats by
making it easier to use current authorities to research, develop, and procure biological
countermeasures for these threats. Although these provisions could speed up or increase
subject to appropriation spending, CBO does not have enough information to estimate the
net effect on spending over the 2004-2008 period.

Section 1031 would increase the ssmplified acquisition threshold for procurement that
supports biomedical research and development from $100,000 to $25 million. The section
also would authorize DoD to use personal services contractsto employ up to 30 individuals
for research and development and appoint up to 30 professional and technical employees

17



without regard to certain sections of title 5, United States Code, that govern appointments
in the competitive service, classification, and General Schedule pay rates. Section 1032
would alow DaoD to procure biological countermeasures even if they had not yet been
approved by the Food and Drug Administration (FDA), aslong asthe Secretary of Defense,
in consultation with the Secretary of HHS, determinesthat the countermeasures have the
potential to be licensed or approved by the FDA within five years. For 2004, section 1032
would authorize such sums as are available under DoD’s general transfer authority to
purchase these qualified countermeasures and for every year thereafter it would authorize
such sums as may be necessary. Section 1033 would allow DoD to use biomedical
countermeasuresthat arenot licensed or approved by the FDA in an emergency setting if the
Secretary of Defense, in consultation with the Secretary of HHS, determinesthat thereisno
adequate, approved, or alternative countermeasure available.

Assistance for Victimsof Domestic Violence. Section 572 would increase the length of
time that a victim of domestic violence receives assistance from DoD. Under current law,
the department provides transitional compensation to the spouse and any children of a
servicemember who must separate from the military because of dependent-abuse offenses.
The amount of the compensation is linked to the dependent and indemnity compensation
benefit provided by the Department of Veterans Affairs (VA) and ispaid for 36 months or
theremainder of theunserved portion of the servicemember’ smilitary obligation, whichever
is shorter. According to DoD, families of enlisted servicemembers often receive less than
36 months of compensation. Section 572 would allow for al recipients of transitional
compensation to receive it for the full 36-month period. Based on information from DoD
indicating that the majority of recipients receive the benefit for 24 months on average and
that the total amount of transitional compensation paid in fiscal year 2000 was less than
$6 million, CBO estimates implementing this section would cost about $2 million per year.

Section 571 would require DoD to pay to move a spouse and any dependent children who
have been abused by a servicemember if the victim’'ssafety isat risk. Costswould include
travel costs for the family and transportation of household goods and avehicle. Based on
information about the amount of transitional compensation paid in fiscal year 2000 and the
average benefit amount for that year, CBO estimates that about 400 spouses receive
assistance each year for being victims of domestic violence. Using the average cost to move
aservicemember with dependents (about $2,000in 2004), CBO estimatesthat implementing
this section would cost about $1 million per year.

Chaplain-Led Family Support Programs. Section 564 would expand and permanently
extend chaplain-led programsto assist servicemembersin building and maintaining strong
families. Under authority provided in Public Law 107-248, DoD may use appropriated
funds to pay for transportation, food, lodging, supplies, fees, and training materials for

18



servicemembersand their family memberswho participatein such programs. Theauthority
expires at the end of fiscal year 2003. The bill would make these programs permanent and
also would includethe cost of child careasan eligible expense. Based oninformation from
DoD, CBO estimates that the Army would expand its program from the current level of
about $1 million (serving 48 brigades) to about $6 million a year by 2006 (serving
144 brigades). TheNavy- and Air Force-sponsored family support programspre-date Public
Law 107-248. The Navy currently spends roughly $1 million a year on family support
programs and the Air Force spends less than $500,000 annually. Neither branch has any
immediate plansto use the new authority providedinthebill, but if they wereto do so, there
would be modest additional costs.

Wetland Crossings at Camp Shelby. Section 320 would authorize the Army to use
operation and maintenance funds to construct water crossings for use by armored vehicles
at Camp Shelby, Mississippi, to protect wetland areas |ocated there. Based on information
from the Army National Guard, CBO estimates it would cost about $5 million in 2004 to
construct these crossings. According to the Army National Guard, the constructionin 2004
would likely constitute the first phase of a potentially larger project which would require
further Congressional authorization.

ServicesAcquisition Reform. Title X1V contains sectionsthat address service acquisition
reform; some of which have cost. Section 1412 would authorize the establishment of an
Acquisition Workforce Training Fund. Under thebill, 5 percent of the feescollected by the
Genera ServicesAdministration (GSA) from other, nondefense agenciesthat procuregoods
and servicesthrough GSA’ sgovernmentwide contractswould be deposited inthe new fund.
GSA generates most of those fees by charging other federal agencies approximately
1 percent of the cost of purchases made through GSA’s contracts for supply schedule
services and data processing. That feeisdesigned to recover administrative costsincurred
by GSA. In 2002, GSA collected $88 million in fees from agencies other than the
Department of Defense. Thus, CBO estimates that this provision would authorize GSA to
charge agencies a fee sufficient to establish a $5 million Acquisition Workforce Training
Fund each year, aswell as continuing to cover the administrative costsof GSA’scontracting
programs.

Other provisionsin Title X1V would establish anew advisory panel to review procurement
policies, a Chief Acquisition Officers Council, and a center of excellence in the Office of
Federal Procurement Policy; would require GSA, the Office of Personnel Management, and
the Officeof Management and Budget to issueimplementing regul ations; and would require
the General Accounting Office to prepare certain studies on procurement issues. In total,
CBO estimates that implementing these provisionswould cost $1 million annually over the
2004-2008 period.
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Funding for Special Compensation for Disabled Retirees of the Uniformed Services.
Under current law, veteranswho retire from the military, the Coast Guard, PHS, or NOAA
cannot receive both full retirement annuities and disability compensation fromthe VA. To
receivethenon-taxableveterans compensation benefit, retireesmust forgo an equal amount
of their taxable retirement annuity. Allowing the receipt of both benefitsis often referred
toas“concurrent receipt.” Two programscurrently offer special benefitsto retireeswho are
affected by the ban on concurrent receipt.

The first is a program of special compensation for severely disabled retirees of the
uniformed services that pays a monthly stipend to certain retirees who are rated by VA as
60 percent or moredisabled. The second program, scheduled to begin June 1, 2003, will pay
amonthly benefit to retireeswho receive disability compensation from VA for theinjury for
which they were awarded a Purple Heart or have certain combat- or training-related
disabilities for which they receive compensation from VA. The benefit will equal the
amount of retirement annuity forgone as a result of the ban on concurrent receipt. CBO
estimates these programs will together pay military retireesabout $300 million in 2004, and
$2.8 billion over the 2004-2008 period. Such payments for both programs are currently
made from DoD’ s military personnel accounts. Under section 641, payments under these
programs would become aliability of the Military Retirement Fund.

The military retirement system isfinanced in part by an annual payment from appropriated
funds to the Military Retirement Fund, based on an estimate of the system's accruing
liabilities. If these special compensation paymentswereto becomealiability of the Military
Retirement Fund, DoD’s yearly contribution to the fund (paid from the military personal
accounts) would normally increase to reflect the added liability from the expected increase
in payments to future retirees. This increase—or accrual payment—would recognize the
additional costs of deferred compensation in the years during which servicemembers are
working, rather than when the benefits are actualy paid. Accrual budgeting provides
decisionmakers with more complete information about the full costs of labor and provides
incentives to use labor cost-effectively.

Under section 641, however, theincremental increasein the accrual payment would be paid
by the Secretary of the Treasury and, therefore, not recognized in DoD’s budget. Using
information from DoD, CBO estimates that the accrual payment from the Treasury would
be $100 million in 2004, and total about $930 million over the 2004-2008 period.

Fast Ships. Section 1014 would authorizethe appropriation of $40 million to the Secretary
of theNavy to pay the subsidy costs of guaranteeing aloan to construct two high-speed ships
inaU.S. shipyard. Under the bill the Secretary would be authorized to issue a 25-year
guaranteethat would cover up to 87.5 percent of the principal of theloan. CBO expectsthat
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construction and rel ated acquisition costsfor this project would bearound $1 billion. Based
on information provided by the Maritime Administration (MARAD) and potential
participantsinthisproject, CBO expectsthat constructionwouldinvolveavery high subsidy
cost because of the expense of the project as well the market and financial uncertainties
inherent in the proposal. As a result, we estimate that the $40 million amounts made
available under the bill and about $34 million previously appropriated to the Navy for this
purpose would be sufficient to guarantee only a portion of the project’s full costs. CBO
estimates that the subsidy costs for guaranteeing 87.5 percent of the entire project would
require appropriations of more than $100 million.

Maritime Administration. Title XXXV would authorize appropriations for programs
carried out within the Department of Transportation by MARAD (see Table 4).

Subtitle B of title XXXV would reauthorize and amend the maritime security program
beginning in fiscal year 2006. This program, which expires at the end of fiscal year 2005,
provides operating subsidies to owners or operators of U.S. flag vessels carrying cargo
between the United States and foreign ports. In exchange, eligible vessel owners or
operators agree to keep their shipsin the U.S. flag fleet and make them available to DoD
when needed for national security purposes.

Subtitle C would expand the maritime security program from the current 47 ships to
60 ships, including up to five tankers. The annual subsidy payment also would increase
fromits present $2.1 million per ship to $2.6 million per ship for each of fiscal years 2006
and 2007, and to whatever amounts the Secretary of Transportation deems necessary for
each ensuing year that avessal remainsin the program. For these payments, the bill would
authorize the appropriation of $156 million for each of fiscal years 2006 and 2007 and
whatever sums are necessary for each thereafter through 2015 for these programs.

Subtitle C also would authorize, after fiscal year 2004, the appropriation of $250 millionto
subsidize the cost of constructing five commercia product tankersinaU.S. shipyard. The
tankerswould operate as U.S. flag vesselsin the U.S.-foreign trade and would be available
to DoD for national defense purposes upon request.

Subtitle D would authorize appropriations for fiscal year 2004 for routine MARAD
activities, including $104 million for operations and training, $39 million for loan
guarantees and associated administrative expenses under Title X1 of the Merchant Marine
Act, 1936, and $20 million for disposal of obsolete ships in the national defense reserve
fleet. (The$39 million for the Title X1 programis not shown in Table 4 because such costs
are aready authorized under the 1936 act and do not require annual authorization.)
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TABLE4. SPECIFICAUTHORIZATIONSOF APPROPRIATIONSFORTHEMARITIME ADMINISTRATION
IN H.R. 1588

By Fiscal Year, in Millions of Dollars

2003 2004 2005 2006 2007 2008
Current Law Authorization for the Maritime
Administration
Authorization Levels b 201 100 100 0 0 0
Estimated Outlays 195 120 105 0 0 0
Proposed Changes
Maritime Security Program
Estimated Authorization Levels 0 0 0 156 156 161
Estimated Outlays 0 0 0 143 156 160
Tanker Construction
Authorization Level 0 0 0 250 0 0
Estimated Outlays 0 0 0 63 63 63
Regular MARAD Authorization
Authorization Level 0 124 0 0 0 0
Estimated Outlays ) _ 99 20 _ 5 _ 0 _ 0
Subtotal, Proposed Changes ©
Estimated Authorization Levels 0 124 0 406 156 161
Estimated Outlays 0 929 20 211 219 223
Authorizations Under H.R. 1588 for the
Maritime Administration
Authorization Levels? 201 224 100 406 156 161
Estimated Outlays 195 219 125 211 219 223

a.  Thelevel for 2003 is the amount currently appropriated for programs authorized by the bill; that amount is also contained in Table 1.
b.  Thelevelsfor 2004 and 2005 are authorizations of appropriationsin current law for the Maritime Security Program.
c.  Theseamounts are contained in Tables 1 and 2.

Direct Spending

Thebill containsprovisionsthat would increasedirect spending, primarily by increasing the
amount that DoD can spend to finance special authoritiesfor the construction and renovation
of military family housing. We estimate that theincreasein direct spending (excluding asset
sales) resulting from provisions of H.R. 1588 would total $440 million over the 2004-2008
period and $486 million over the 2004-2013 period (see Table 5).

TABLES. ESTIMATED DIRECT SPENDING FROM MILITARY HOUSING PRIVATIZATION
AUTHORITIESAND OTHER PROVISIONSIN H.R. 1588
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By Fiscal Year, in Millions of Dollars
2003 2004 2005 2006 2007 2008

CHANGESIN DIRECT SPENDING (EXCLUDING ASSET SALES)

Military Housing Privatization Initiative

Estimated Budget Authority 0 120 290 0 0 0
Estimated Outlays 0 15 85 151 91 35

Recovery of Funds from Sale of

Nonappropriated Fund Facilities
Estimated Budget Authority 0 51 6 6 6 1
Estimated Outlays 0 8 14 18 12 9

Reduction in Time-in-Grade for Retirement
Estimated Budget Authority 0 * * * 1 1
Estimated Outlays _ 0 * * * 1 1
Subtotal

Estimated Budget Authority 0 171 296 6 7 2
Estimated Outlays 0 23 99 169 104 45
ASSET SALES*

National Defense Stockpile 0 -15 -5 0 0 0
Estimated Budget Authority 0 -15 -5 0 0 0
Estimated Outlays

TOTAL CHANGESIN DIRECT SPENDING
Estimated Budget Authority 0 156 291 6 7 2
Estimated Outlays 0 8 9 169 104 45

NOTE: * =lessthan $500,000.

a.  Asset salereceipts are acredit against direct spending.

Military Housing Privatization I nitiative(MHPI). Section 2803 would raisethestatutory
limit on the amount that DoD can invest in projects to build or renovate military family
housing. DoD isauthorized to usedirect |loans, loan guarantees, long-term outleases, rental
guarantees, barter, direct government investment, and other financial arrangements to
encourage private-sector participation in building military housing. Funding for those
activities comes from the Family Housing Improvement Fund, which is financed by
appropriations made to the fund, transfersfrom other accounts, recei ptsfrom property sales
and rents, returnson any capital, and other incomefrom operationsor transactionsconnected
with the program.
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Currently theamountsin thefund areavailablefor use by DoD to acquire housing using the
varioustechniguesmentioned above, but thetotal valueof commitmentsfor all contractsand
investments undertaken is limited to $1 billion ($850 million for family housing and
$150 million for unaccompanied housing). Under the bill, the limit for family housing
would increase to $900 million. CBO estimates that enacting section 2803 would increase
direct spending by $377 million over the 2004-2008 period and by $409 million over the
2004-2013 period.

Gover nmentwide Accounting Principles. Most of DoD’ shousing projects under the MHPI
authority have involved private-sector financing that is backed by various kinds of
government commitments. Some of these commitments may have the characteristics of a
capital lease or lease-purchase, others may be public-private partnerships with substantial
government control. According to standard principles of federal accounting, obligations of
the Family Housing Improvement Fund should reflect the full amount of the financial
liability incurred when the government makes such acommitment.? In the case of acapital
lease, for example, obligations equal to the asset cost should be recorded up front and an
amount equal to the interest costs should be recorded on an annual basis over thelife of the
leaseterm. Outlaysshould berecorded over theleasetermin an amount equal to the annual
lease payments. For commitments that take the form of alease-purchase, obligations are
recorded in the same manner as a capital lease, but outlays should be recorded over the
period it takes to construct the asset. In CBO's view, most ventures that borrow private
funds to construct or refurbish military family housing should be treated as governmental
and their investments should be recorded up front, equivalent to borrowing authority—a
form of budget authority. Amounts expended by these public-private arrangements should
be recorded in the budget as outlays at the time they occur.

To date, the Office of Management and Budget (OMB) has primarily treated DoD’ s use of
these authorities as transactions that have relatively little estimated cost in terms of the
obligations and outlays recorded in the federal budget, allowing DoD to obligate the
government for significantly more than it records in its budget. In effect, the
Administration’ s accounting enables DoD to record the costs of the projectsincrementally
over time rather than up front. CBO continuesto believe that OM B’ s accounting practices
for MHPI projects are at odds with governmentwide standards.

Although the contractua terms vary from project to project, CBO considers most MHPI
proj ects to be governmental undertakings, the purpose of which isto finance and manage
the acquisition, construction, or renovation of a government asset, specifically, family

2. For amorein-depth discussion, see CBO' s report, The Budgetary Treatment of Leases and Public/Private Ventures, February 2003.
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housing for military personnel. There are severa factors that support treating these
arrangements as governmental. For instance, most of the housing constructed or renovated
under thisauthority ison government property. Many dealsinclude government guarantees
against base closure. In someinstances, rental payments are made to the property manager
directly by the government. Likewise, in most deals, title to the property vests with the
government at the end of the contract. In the case of public-private partnerships, the debt
of theentity isimplicitly or explicitly backed by thefederal government. Following standard
principles of federal accounting, CBO believes the MHPI program should reflect the full
amount of the financial liability incurred at the time the government makes such
commitments.

For the last few years, CBO has stated that DoD was obligating the government for
significantly more than it was recording. After consultation with the Committees on the
Budget in both the House and the Senate, CBO has decided to show the full cost of MHPI
projects up front in our cost estimates for legislation related to such projects. Thus,
expansion or extension of thisauthority iscounted as direct spending in this estimate, since
it would allow DoD to obligate the government without appropriations for the full amount
of those obligations in advance.

Cost of Activities Under Current Law. To date, DoD has signed contracts for 18 family
housing projects and is proceeding with solicitations for or considering plans for close to
60 other projects over the next few years. According to OMB’ s accounting method, DoD
has only recorded obligations of about $300 million—well below the current $850 million
limit. Given DoD’ splansfor futureprojects, it estimatesthat it could reach the $850 million
limit as early asthe end of 2004. However, CBO estimates that the full amount of DoD’s
commitments to date exceeds $2 billion. Using the current method of accounting for only
theinitial investment costs of these projects, DoD could acquire or modify approximately
60,000 more units and record only $550 million in obligations. CBO estimatesthat thetrue
cost of these additional projects, which could be awarded under the current investment cap,
wouldtotal approximately $4.5billiondollars. Since DoD can pursuethese projectswithout
additional legidative authority, their costs are not counted against this bill.

Cost of Activities Under The Increased Limitation. Section 2803 would increase the limit
ontotal investment infamily housing projectsby $50 millionto $900 million, allowing DoD
to pursue MHPI projects after it exhausts the authority in current law. Given OMB’s
accounting practice of recording only theinitial investment, CBO assumesthat DoD would
be allowed to commit the government for much more than the additional $50 million
provided. Since DoD could enter into these obligations without further appropriations for
the full amount of the obligation, CBO estimatesthat the additional $50 million investment
authority provided in this section would alow DoD to acquire or modify almost
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5,500 additional housing units, obligating the government for an additional $410 million.
Thus, CBO estimates that these obligations would increase outlays by $15 million in 2004
and by $410 million over the 2004-2013 period.

Recovery of FundsDueto Sale of Nonappropriated Fund Facilities. Section 655 would
allow DoD to spend (without further appropriation) collections from the sale or lease of
commissary or nonappropriated fund assets that have been closed under Base Realignment
and Closure. The collections are currently deposited into areserve account established by
the Defense Base Closure and Realignment Act of 1988 and, under current law, cannot be
spent without further appropriation. Based on information fromthe Department of Defense,
CBO estimatesthat therewill be $51 millioninthereserve account at the beginning of fiscal
year 2004, and that the reserve account will gain an additional $19 million in collections
through 2008. Based on information from DoD, CBO expectsthat the fundsin the account
would beused primarily for facility improvementsand construction. Using historical outlay
patterns, CBO estimates that, under section 655, outlays from the fund would total
$8 million in 2004 and $70 million over the 2004-2013 period.

Section 3005 of the National Defense Authorization Act for Fiscal Year 2002 (Public
Law 107-107) authorized expenditures from the reserve account for base closures that are
schedules to occur after 2005. Therefore, enacting this section would have no impact on
collections from the sale of commissaries or nonappropriated fund facilities in future base
closure rounds.

Reduction of Time-in-Gradefor Retirement. Section 513 wouldreduce, fromthreeyears
to oneyear, the length of time senior officers must servein agrade before being allowed to
retireinthat grade. Based oninformationfrom DoD, CBO estimatesthat reducing thetime-
in-grade requirement would cause about 15 officersin the ranks O-7 to O-10 to retire one
gradehigher than they normally would otherwise. CBO estimatesthat enacting thismeasure
would cost less than $500,000 in 2004, $2 million over the 2004-2008 period, and
$7 million over the 2004-2013 period.

Land Conveyance and Other Property Transactions. Title XXVIII would authorize a
variety of property transactions involving both large and small parcels of land. CBO
estimates that implementing these provisions would not result in significant costs to the
federal government because they would authorize DoD to receive fair market value for the
property to be conveyed, to exchange one piece of property for another, or to convey land
that under current law is unlikely to be declared excess and sold or is likely to be given

away.
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Other Provisions. Thefollowing provisionswould have aninsignificant budgetary impact
on direct spending:

Section 545 would instruct DoD to assist former prisoners of war in obtaining
information to support their applications for the award of the Purple Heart. Purple
Heart recipients are eligible to have their retirement annuities increased by any
amount currently withheld to offset their recei pt of veteransdisability compensation,
to the extent that disability pay is related to the injury for which they received the
Purple Heart. Thus, if thismeasureincreased the number of Purple Heart recipients,
it could potentially increaseretirement outlays. However, sincethismeasuredoesnot
change the criteriafor eligibility for the Purple Heart award, CBO assumes that at
most afew additional Purple Hearts would be awarded if it were to be enacted, and
that any additional retirement outlays would be negligible.

Section 651 would eliminate restrictionson commissary use by membersof theready
reserve, retirees of the ready reserve who are less than 60 years of age, and their
dependents. CBO estimates enactment of this provision would increase commissary
sales, which are deposited into the commissary revolving fund and used to replenish
commissary stock. Commissariesalso chargeab percent surchargeonall saleswhich
Iscredited to the commissary surcharge account. Fundsin thecommissary surcharge
account are used to renovate and construct commissary facilitiesand can be collected
and spent without appropriation. CBO estimates the net result of the collection and
expenditure of these proceeds would be insignificant.

Sections 801 and 1451 would extend and expand authority for government agencies
to provideservicesto nongovernmental organizationsand enter into nonconventional
cooperative agreementswith private contractorsfor research into advanced weapons
systems and homeland security. These agreements would include the authority for
the government agencies to collect and spend reimbursements for any services
rendered. While outlays would lag behind receipts, CBO does not have enough
information to estimate the net outlay effects in any specific year.

Section 903 would alow the Secretary of Defense to carry out a three-year pilot
programto determinethefeasibility of providing satellitetracking serviceswith DoD
assetsto non-U.S. government entities. Under such apilot program, DoD would be
allowedto chargefeesfor these servicesand spend these payments. Accordingtothe
Air Force, the proceeds from selling these services would likely be insignificant.
CBO estimates that implementing this provision would have no net effect on direct
spending because it would allow DoD to spend any payments that it collects.
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» Section 906 would allow the Asia-Pacific Center for Security Studies to accept and
spend giftsfrom U.S. sources, similar to the authority they have to accept giftsfrom
foreign sources. Based oninformation from DoD, CBO estimates any giftsreceived
under this section would be less than $500,000 annually. (Gifts and donations are
recorded in the budget as revenues.)

» Section 1012 would allow the Navy to spend the proceeds received from selling the
materials and equipment stripped from naval vessels that are to be used for
experimental purposes. Under current law, the Navy may only recover their costs
from such activities and any receipts in excess of those costs are required to be
deposited into the general fund of the Treasury. The Navy has not deposited any
excessfundsinto thegeneral fund from these activitiesin recent years. Section 1012
also would alow the Navy to use contractors to sell this material and equipment.
Based oninformation fromthe Navy, CBO estimatesthat recel ptsfrom the expanded
authority would likely total lessthan $500,000 ayear. Enacting thisprovisionwould
have no net effect on direct spending, however, becauseit would alow the Navy to
spend any paymentsit collects.

» Section 1046 would allow the National Security Agency (NSA) to contract for living
guartersfor co-op students, and would allow the NSA to charge the studentsfor this
service and credit the proceeds to appropriated accounts. CBO estimates the net
result of the collection and expenditure of these proceeds would be insignificant.

Asset Sales

Section 3302 would increase by $20 million the targets contained in the National Defense
Authorization Act for Fiscal Year 2000 (Public Law 106-65) for sales from the National
Defense Stockpile through 2009. CBO estimates that there will be sufficient quantities of
materials in the stockpile to achieve $15 million in receipts in 2004 and the remaining
$5 million in receiptsin 2005.

INTERGOVERNMENTAL AND PRIVATE-SECTOR IMPACT

Title X1 would authorize the Secretary to appoint older Americans into positions in the
excepted service, and—notwithstanding any other provision of law—protect any other
retirement benefitsthey may bereceiving frombeing reduced asaresult of that appointment.
To the extent that under current law retirement benefits provided by state, local, or tribal
governments might be reduced for a beneficiary hired by the Secretary, enacting this
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provision would prohibit such reductionsand thereby impose an intergovernmental mandate
asdefinedin UMRA. However, according to the National Association of State Retirement
Administrators, few if any jurisdictions require such benefit reductions under current law.
Therefore, CBO estimates that any costs to state, local, or tribal governments from the
mandate would be insignificant and would not exceed the threshold established in UMRA
($59 million in 2003, adjusted for inflation).

Other provisionsin H.R. 1588 contain no intergovernmental or private-sector mandates as
defined in UMRA and would impose no costs on state, local, or tribal governments.

PREVIOUS CBO ESTIMATES

On May 12, 2003, CBO transmitted a cost estimate for H.R. 1497, the Sikes Act
Reauthorization Act of 2003, as ordered reported by the House Committee on Resourceson
May 7, 2003. Both H.R. 1497 and section 311 of H.R. 1588 would authorize the
appropriation of up to $4.5 million ayear over the 2004-2008 period for DoD and the U.S.
Fish and Wildlife Service to develop and implement plans to manage natural resources on
certain military lands.

On May 14, 2003, CBO transmitted a cost estimate for H.R. 1837, the Services Acquisition
Reform Act of 2003, as ordered reported by the House Committee on Government Reform
on May 8, 2003. Both billswould authorize the establishment of an Acquisition Workforce
Training Fund; would establishanew advisory panel to review procurement policies, aChief
Acquisition Officers Council, and a center of excellence in the Office of Federa
Procurement Policy; would require GSA, the Office of Personnel Management, and the
Officeof Management and Budget to i ssueimplementing regulations; and would requirethe
General Accounting Officeto prepare certain studieson procurement issues. Thedifference
in the other estimated costs reflect differences in the legislation.

On May 15, 2003, CBO transmitted a cost estimate for H.R. 1836, the Civil Service and
National Security Personnel Improvement Act of 2003, as ordered reported by the House
Committee on Government Reform on May 8, 2003. Sections1111, 1101, 1104, 1107, and

1108 of H.R. 1588 areidentical to sections 102, 201, 204, 209, and 211 of H.R. 1836, asare
the cost estimates.

ESTIMATE PREPARED BY:

Federal Costs:
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Defense Outlays. Kent Christensen

Military Construction: David Newman

Military and Civilian Personnel: Michelle Patterson and Sunita D’ Monte
and Ellen Hayes

Military Training: Sarah T. Jennings

Health Programs. Sam Papenfuss

Multiyear Procurement: David Newman and Raymond Hall

Maritime Administration: Deborah Reis

Stockpile Sales: Raymond Hall

Operation and Maintenance: Matthew Schmit

Services Acquisition Reform: Matthew Pickford

Impact on State, Local, and Tribal Governments: VictoriaHeid Hall

Impact on the Private Sector: Allison Percy
ESTIMATE APPROVED BY:

Peter H. Fontaine
Deputy Assistant Director for Budget Analysis
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